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Omnibus  ad  quos  praesentes  literae  pervenerint,  salutem. 

I  am  today  releasing  a  report  concerning  an  effort  by  the  Easton  Public  Schools  to 
contract  with  Honeywell,  Inc.,  for  a  $1  million-plus  energy  management  services  program.  The 
report  criticizes  Easton  officials  for  undermining  the  competitive  procurement  process  required 
by  law.  The  report  also  discusses  serious  deficiencies  my  Office  discovered  in  the  program 
Honeywell  proposed.  My  Office  found  that  Honeywell's  proposal  misrepresented  the  sa\  ings 
that  Honeywell  would  guarantee  under  this  program. 

Easton's  experience  demonstrates  the  hazards  of  excessive  reliance  on  an  interested 
vendor  for  advice  and  assistance  in  the  procurement  process.  The  public  interest  requires  that 
cities,  towns  and  other  public  agencies  of  the  Commonwealth  plan  their  procurements  care- 
fully, neat  vendors  equally,  and  scrutinize  contract  documents  rigorously.  Only  through  close 
attention  to  principles  of  fair  and  prudent  contracting  will  such  agencies  be  able  to  guard  against 


waste  in  the  expenditure  of  public  funds.  This  report  presents  my  detailed  recommendations 
for  future  public  procurement  of  energy  management  services. 
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Executive  Summary 


In  1994,  the  Easton  Public  Schools  attempted  to  purchase  a  $1 -million-plus  energy 
management  services  program  from  Honeywell,  Inc.  The  Office  of  the  Inspector  General 
reviewed  Easton's  procurement  procedure  and  found  that  Easton  officials  undermined  the 
competitive  request  for  proposals  (RFP)  process  required  by  Massachusetts  law.  Easton 
officials  favored  Honeywell  by  meeting  with  Honeywell  representatives  and  allowing  them 
access  to  school  buildings  months  prior  to  advertising  the  RFP.  Easton  officials  also  favored 
Honeywell  by  discussing  with  Honeywell  representatives  different  kinds  of  energy 
management  services  programs  Honeywell  could  provide.  These  discussions  took  place 
well  in  advance  of  the  advertisement  of  the  RFP.  Easton  officials  provided  Honeywell,  but 
no  other  vendor,  with  accurate  information  regarding  the  schools'  energy  consumption,  and 
with  information  on  the  schools'  maintenance  expenses.  Easton  officials  then  relied  on 
Honeywell  to  develop  important  data  used  in  the  RFP  process.  In  addition,  Easton  officials 
allowed  Honeywell  to  inflate  its  proposed  cost  savings  by  $29,000  annually.  As  a  result  of 
its  early  access  to  buildings  and  information,  Honeywell  had  months  to  develop  its  proposal, 
while  all  other  vendors  were  given  less  than  one  month  to  achieve  the  same  task. 

The  investigation  by  this  Office  resulted  in  the  following  findings  regarding  the  conduct  of 
Easton  officials  during  the  procurement  process: 

Finding  1.      Easton  gave  Honeywell  special  treatment  before  advertising  the 
energy  management  services  contract. 

Finding  2.      Easton's  request  for  proposals  process  did  not  promote  fair  com- 
petition. 

Finding  3.      Easton  officials  conducted  a  flawed  evaluation  of  Honeywell's  pro- 
posal. 

Honeywell  submitted  the  only  proposal  received  by  the  Easton  Public  Schools.  Easton's 
proposal  evaluation  committee  recommended  an  award  to  Honeywell  after  conducting  an 
informal  and  undocumented  evaluation  of  the  proposal.    The  Easton  School 


Committee,  relying  on  the  evaluation  committee's  recommendation,  voted  to  accept 
Honeywell's  proposal.  The  Easton  Public  Schools  halted  the  procurement  prior  to  entering 
into  an  agreement  with  Honeywell. 


This  Office  made  the  following  findings  regarding  the  Honeywell  proposal  and  the  contracts 
Honeywell  submitted  to  Easton  to  execute  the  deal: 

Finding  4.     The  proposed  contract  did  not  contain  Honeywell's  promised  op- 
erational savings  guarantee. 

Finding  5.     Without  guaranteed  operational  savings,  the  Honeywell  program 
was  not  guaranteed  to  be  self-funding. 

Finding  6.     Honeywell's  $26,000  maintenance  savings  projection  was  mis- 
leading. 

Finding  7.      Easton's  after-school  activities  could  have  reduced  Honeywell's 
energy  savings  guarantee. 

Finding  8.     Honeywell's  calculation  method  could  have  allowed  Honeywell  to 
overstate  Easton's  energy  savings. 

Finding  9.     Honeywell's  cost  proposal  treated  a  $117,719  cost  item  as  sav- 
ings. 

Finding  10.    Honeywell's  proposal  contained  vague  and  contradictory  lan- 
guage regarding  temperature  controls  work. 

Easton's  attempt  to  procure  an  energy  management  services  program  illustrates  the 
importance  of  careful  planning,  clear  objectives,  and  sound  procurement  practices.  Easton 
officials  told  this  Office  that  they  wanted  a  program  that  would  improve  the  environment  in 
the  schools  and  generate  enough  savings  to  pay  the  entire  cost  of  the  program.  In  the 
end,  these  officials  recommended  that  the  School  Committee  contract  with  Honeywell  for  a 
$1,161 ,662  program  that  guaranteed  savings  of  only  $448,200.  Even  the  limited  Honeywell 
guarantee  was  based  on  unrealistic  school  occupancy  hours  and  calculation  methods  that 
could  overstate  true  savings. 

Easton's  experience  demonstrates  the  hazards  of  excessive  reliance  on  an  interested  vendor 
for  advice  and  assistance  in  the  procurement  process.  Easton  officials  failed  to  plan  this 
procurement  adequately  by  collecting  the   necessary  building  and  energy 
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consumption  data  and  by  clearly  defining  Easton's  objectives  in  seeking  energy  management 
services.  Easton  officials  also  failed  to  set  basic  ground  rules  for  measuring  energy 
consumption  and  for  defining  and  calculating  cost  savings  for  an  energy  management 
services  program. 

The  Inspector  General  offers  the  following  recommendations  to  cities,  towns,  and  other  public 
agencies  interested  in  contracting  for  energy  management  services.  These  recommendations 
are  intended  to  promote  genuine  competition  and  to  ensure  that  energy  management  services 
programs  produce  the  expected  benefits  and  savings. 

Recommendation  1.       Contact  the  state's  Division  of  Energy  Resources  for 

advice  and  technical  assistance. 

Recommendation  2.       Conduct  an  independent  energy  audit. 

Recommendation  3.        Formulate  objectives  for  the  energy  management 

services  program  in  advance. 

Recommendation  4.       Develop  an  RFP  that  provides  vendors  with  ad- 
equate information. 

Recommendation  5.       Specify  the  methodology  for  computing  savings. 

Recommendation  6.       Provide  all  vendors  with  adequate  time  to  prepare 

a  comprehensive  proposal. 

This  Office  also  recommends  that  the  Division  of  Energy  Resources  develop,  and  the 
Legislature  enact,  detailed  regulations  under  M.G.L  C.25A  for  the  purchase  of  energy 
management  services  by  localities.  The  regulations  should  incorporate  the  recommendations 
developed  herein  in  a  mandated  procurement  procedure  for  cities  and  towns.  Only  by 
requiring  a  careful  procurement  procedure  can  the  state  ensure  sound  planning  in  the 
expenditure  of  tax  dollars  on  energy  management  services. 
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Introduction 


In  the  spring  of  1994,  the  Easton  Public  Schools  advertised  a  request  for  proposals  (RFP) 
for  energy  performance  contracting  services  for  five  Easton  schools.  Although  four  vendors 
attended  Easton's  mandatory  preproposal  meeting  on  May  11,  1994,  Honeywell.  Inc. 
(Honeywell)  submitted  the  only  proposal.  The  program  Honeywell  submitted  in  its  June  1. 
1994  proposal  was  subsequently  reduced  to  three  contracts  presented  to  Easton  for  signing: 

•  a  contract  for  repairs  and  improvements  to  the  heating,  ventilation,  and  lighting 
systems  in  five  school  buildings  (referred  to  as  an  "equipment  retrofit")  at  a  cost  of 
$498,386,  stating  that  it  would  guarantee  annual  energy  savings  of  $37,331 ; 

•  a  lease/purchase  agreement  to  finance  the  equipment  retrofit  over  a  10-year  pe- 
riod, calling  for  monthly  payments  totalling  $693,634  over  10  years:  and 

•  a  preventive  maintenance  contract  calling  for  Honeywell  to  perform  annual  inspec- 
tions and  routine  preventive  maintenance  of  the  heating  system  controls,  as  well 
as  certain  "building  support  services."  at  a  cost  of  $468,010  over  the  10-year  con- 
tract term. 

Honeywell's  cost  proposal  consisted  of  a  spreadsheet,  reprinted  as  Figure  1  on  page  2. 
showing  a  1 0-year  total  program  cost  of  $1,161 ,662.'  The  spreadsheet  balanced  this  total 
program  cost  against  projected  savings  and  other  program  "investments"  to  arrive  at  a  10- 
year  projected  positive  cash  flow  to  Easton  of  $6,416. 

An  evaluation  committee  appointed  by  the  School  Committee  reviewed  the  proposal,  met 
with  Honeywell  representatives,  and  voted  to  recommend  that  the  School  Committee 
contract  with  Honeywell  for  the  proposed  program.  On  June  22,  1994.  the  School  Committee 
voted  to  contract  for  the  Honeywell  program.  Before  all  of  the  contracts  were  signed,  the 
School  Department  contacted  the  Office  of  the  Inspector  General  with  a  question  raised  by 
the  Town  Accountant.  This  Office  then  initiated  a  review  of  the  energy  management  services 
procurement.    Easton  officials  halted  the  procurement  shortly  after  this  Office 


'The  amortization  schedule  attached  to  the  lease  purchase  agreement  for  the  retrofit  showed  120 
payments  totalling  $693,634,  while  Honeywell's  cost  proposal  spreadsheet  reflected  a  10-year  cost 
for  the  retrofit  of  $693,652. 


Figure  1.  Honeywell  Cost  Proposal  Spreadsheet 
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commenced  its  review,2  and  did  not  subsequently  award  an  energy  management  services 
contract  to  Honeywell. 

The  Office  requested  and  reviewed  all  documents  in  the  Easton  Public  Schools'  possession 
relating  to  the  decision  to  contract  with  Honeywell,  as  well  as  Honeywell  documents  describing 
the  substance  and  cost  of  Honeywell's  proposed  program.  In  addition,  Office  staff  conducted 
detailed  interviews  with  Easton  officials3  and  Honeywell  employees,  and  analyzed  lengthy 
written  responses  submitted  by  Honeywell  to  questions  posed  by  this  Office.  The  Inspector 
General's  findings,  conclusions,  and  recommendations  are  presented  in  this  report.  On 
December  14,  1995,  this  Office  sent  a  confidential  draft  of  this  report  to  the  attorney 
representing  the  Easton  School  Committee  for  the  Committee's  review  and  response.  The 
School  Committee's  response  is  included  as  an  appendix  to  this  report.4  Several  minor 
changes  were  incorporated  into  the  report  as  a  result  of  the  response  and  are  identified 
where  they  appear. 


2Easton's  Superintendent  of  Schools  informed  this  Office  that  he  abandoned  the  procurement  after 
this  Office  provided  a  copy  of  a  letter  issued  by  the  Massachusetts  Department  of  Revenue.  This 
letter  advised  that  financing  arrangements  of  the  type  proposed  to  Easton  do  not  conform  with  state 
municipal  finance  law. 

3The  School  Committee's  response  to  the  draft  report  cited  two  interviews  of  Easton  officials  and 
incorrectly  stated  that  one  of  these  interviews  took  place  on  January  19,  1995.  Office  staff  conducted 
four  interviews  of  Easton  officials,  on  the  following  dates:  June  29.  1994:  July  12.  1994:  August  9. 
1994.  and  January  17,  1995. 

'According  to  the  attorney  for  the  School  Committee,  this  response  represents  the  response  of  the 
Easton  School  Committee.  This  Office  is  not  aware  of  an  official  vote  of  the  School  Committe  on  this 
matter. 
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Background  On  Energy  Management  Services 


The  Easton  Public  Schools'  procurement  of  energy  management  services  was  undertaken 
under  Section  24  of  Chapter  110  of  the  Acts  of  1993. 5  This  special  statutory  provision 
permitted  local  governments  to  contract  for  energy-saving  improvements  to  public  buildings 
through  a  request  for  proposals  process  rather  than  by  following  the  design  and  construction 
laws  that  would  otherwise  apply  to  a  public  construction  project. 

Under  Massachusetts  public  building  design  and  construction  laws,  a  program  of 
improvements  to  a  municipal  building  such  as  a  school  is  ordinarily  undertaken  through  a 
sequential  process.  The  municipality  first  conducts  an  advertised  competition  for  an  architect 
to  prepare  plans  and  specifications  for  the  needed  improvements.  After  the  design  is 
completed,  the  municipality  solicits  bids  from  prequalified  contractors  and  awards  a  contract 
for  the  specified  construction  work  to  the  lowest  qualified  bidder.  This  method  of  procuring 
public  construction  projects  is  intended  to  ensure  high-quality  design,  cost-effective 
construction,  and  fair  competition  for  public  contracts.  The  financing  required  to  pay  for 
such  improvements  is  obtained  separately,  typically  through  bond  issuance. 

However,  the  method  used  by  Easton  to  procure  energy  management  services  departed 
from  the  sequential  design  and  construction  process  and  from  traditional  financing  methods. 
Under  Section  24  of  Chapter  110  of  the  Acts  of  1993,  Easton  issued  a  single  request  for 
proposals  for  design,  construction,  and  financing  of  energy-saving  improvements.  The 
legislation  authorizing  this  alternative  procurement  scheme  was  intended  to  allow  the 
Commonwealth  and  local  governments  to  finance  energy  conservation  measures  through 
the  cost  savings  generated  by  those  measures.  The  legislation  permits  the  procurement  of 
energy  management  services,  energy  conservation  projects,  and  building  and  financing 
services  designed  to  reduce  energy  costs. 


5This  legislation  was  enacted  as  an  outside  section  of  the  Commonwealth  s  budget  for  fiscal  year  1994 
and  authorized  energy  management  service  contracts  for  that  year.  In  1994  Massachusetts  General 
Law  Chapter  25A  was  amended  to  create  a  permanent  statutory  procurement  procedure  for  energy 
management  services  contracting. 
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Findings 


Finding  1. 

Easton  gave  Honeywell  special 
treatment  before  advertising  the  energy 
management  services  contract. 

The  law  governing  the  procurement  of  energy  management  services  by  Massachusetts 
localities  required  Easton  to  conduct  an  advertised  RFP  process  before  awarding  a  contract 
to  "the  bidder  demonstrably  possessing  the  skill,  ability,  and  integrity  to  perform  faithfully  .  . 
.  on  the  terms  most  favorable  to  the  awarding  authority."6  Although  Easton  advertised  an 
RFP  on  May  4,  1994,  this  Office's  review  revealed  that  Easton  officials  undermined7  the 
RFP  process  by  providing  Honeywell  with  an  unfair  advantage  over  any  prospective 
competitor. 

Easton  officials  met  and  negotiated  with  Honeywell  before  advertising  the  RFP.  In  a 

series  of  meetings,  Easton  officials  provided  Honeywell  with  direction  and  input  on  the  content 
and  price  of  Honeywell's  proposal  long  before  any  other  vendor  was  notified  that  Easton 
was  interested  in  energy  management  services. 

The  relationship  between  Honeywell  and  Easton  began  in  November  1992,  when  the  Easton 
Public  Schools  contacted  Honeywell  in  response  to  a  magazine  advertisement  for  Honeywell's 
energy  management  services  program.  In  October  1993,  a  Honeywell  representative  met 
with  Easton's  Superintendent  of  Central  Maintenance  to  discuss  the  Honeywell  program. 
According  to  Honeywell  representatives,  Honeywell  then  met  with  the  School  Superintendent. 
Administrative  Assistant,  and  the  Town's  Superintendent  of  Central  Maintenance  in  December 
1 993.  Honeywell  provided  this  Office  with  a  written  account  of  this  meeting  stating: 

The  concept  was  well  received  and  we  left  the  meeting  with  an  approval  to 
do  a  feasibility  analysis  at  no  cost  to  the  school  department. 


6Chapter  24  of  Section  1 1 0  of  the  Acts  of  1 993 . 

7The  School  Committee's  response  to  the  draft  report  objected  to  the  term  "subverted  "  It  is  not  clear 
to  this  Office  that  the  word  "subvert''  includes  an  element  of  intent:  however,  to  avoid  any  possible 
misinterpretation  of  the  finding,  the  word  was  changed  to  "undermined.'' 
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Honeywell  presented  Easton  with  the  results  of  its  feasibility  analysis,  an  eight-page  proposal 
outlining  improvements  that  could  be  made  to  each  of  the  seven  school  buildings  in  the 
Town,  at  a  February  1994  meeting  at  the  Easton  Public  Schools. 

Information  Honeywell  provided  to  this  Office  indicates  that  in  total,  Honeywell  met  with  Easton 
officials  at  least  nine  times  before  the  June  1 ,  1994  deadline  date  for  proposal  submissions. 
During  this  period.  Honeywell  provided  Easton  with  at  least  1 1  different  financial  spreadsheets 
representing  proposals  for  an  energy  equipment  retrofit  and  maintenance  agreement. 
Honeywell's  expense  account  records  reflect  approximately  $200  in  expenditures  for 
breakfasts  and  lunches  provided  at  meetings  with  Easton  officials.  Easton  officials  deny 
receiving  any  meals  purchased  by  Honeywell.6 

During  the  meetings  that  took  place  before  Easton  advertised  the  RFP,  Easton  officials  and 
Honeywell  discussed  possible  provisions  of  the  program  that  Honeywell  eventually  proposed: 

•  Easton's  Superintendent  of  Schools  directed  Honeywell  to  eliminate  the  two  old- 
est school  buildings  from  its  proposed  program  and  develop  new  cost  figures  forthe 
project. 

•  Easton's  Superintendent  of  Central  Maintenance  asked  Honeywell  to  include  a 
lighting  retrofit  in  its  proposed  program.  Honeywell's  final  proposal  included  a 
lighting  retrofit. 

•  A  Honeywell  document  shows  that  on  December  5.  1993,  Easton's  Superinten- 
dent of  Central  Maintenance  suggested  lighting  and  electrical  contractors  and 
made  equipment  recommendations  to  a  Honeywell  employee. 

Easton  officials  allowed  Honeywell  to  inspect  school  buildings  and  monitor  energy 
consumption  before  advertising  the  RFP.  Easton  officials  scheduled  the  official  site  visit 
for  firms  interested  in  responding  to  Easton's  RFP  for  May  19,  1994.  However,  in  the  fall  of 
1993,  Easton  allowed  Honeywell  to  tour  the  seven  public  schools,  and  in  the  fall  or  early 
winter  of  the  same  year  install  energy-monitoring  devices  in  two  schools.  Honeywell 
continued  to  survey  Easton's  school  buildings  in  December  1993  and  January  1994. 


According  to  the  School  Committee's  response  to  the  draft  report,  the  Superintendent  of  Schools  is 
not  aware  that  any  Easton  official  received  a  meal  purchased  by  Honeywell. 
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Easton  officials  provided  Honeywell  with  information  regarding  its  energy  consumption 
and  maintenance  expenditures  that  it  did  not  provide  other  vendors.  Honeywell  received 
utility  summaries  from  the  Easton  Public  Schools  in  November  or  December  1993  and 
photocopied  utility  and  maintenance  bills  in  the  Easton  Public  Schools  in  January  and  March 
1994.  No  other  vendor  was  provided  with  raw  utility  data  or  with  any  information  on  Easton's 
maintenance  expenditures. 

Easton  officials  allowed  Honeywell  to  inflate  its  proposed  cost  savings  by  $29,000 
annually.  In  1992,  the  Easton  Public  Schools  had  entered  into  an  agreement  with  Eastern 
Utilities  and  Harris  Energy  Systems  to  install  energy  efficient  lighting  designed  to  reduce 
electrical  consumption  at  Oliver  Ames  High  School.  The  contract  terms  required  Easton  to 
pay  for  the  lighting  improvements  in  monthly  installments  which  Easton's  Superintendent  of 
Central  Maintenance  told  this  Office  ended  in  June  of  1994.  The  monthly  charge  appealed 
on  the  bill  from  Eastern  Edison  Company  for  Oliver  Ames  High  School.  Honeywell 
representatives  discovered  the  monthly  payments  to  Eastern  Utilities  while  reviewing  the 
schools'  electric  bills.  By  studying  the  electric  bills  for  Oliver  Ames  High  School,  Honeywell 
determined  that  the  Easton  Public  Schools  had  paid  $29,000  for  the  lighting  improvements 
during  the  base  year  (which  was  the  1993  calendar  year).  Honeywell's  cost  proposal 
spreadsheet  labelled  this  $29,000  figure  as  an  annual  "operational  savings"  item. 

Easton  officials  were  well  aware  that  the  source  of  this  $29,000  annual  "savings"  item  was 
the  completion  of  payments  for  the  Eastern  Utilities  contract,  and  had  nothing  to  do  with 
savings  anticipated  from  the  Honeywell  program.  When  questioned,  the  Easton  School 
Superintendent  said  that  he  would  like  to  take  credit  for  applying  the  $29,000  "savings" 
towards  the  Honeywell  program.9  A  Honeywell  spreadsheet  presented  to  Easton  officials 
in  February  1994  contained  the  $29,000  figure  attributed  to  annual  "eua"  (Eastern  Utilities 
Agreement)  savings.  It  thus  appears  that  months  before  the  May  1994  advertisement  of 
the  RFP,  Easton  officials  and  Honeywell  agreed  that  Honeywell's  proposal  should  treat  this 

9The  School  Committee's  response  to  the  draft  report  objected  to  its  characterization  of  the 
Superintendent's  statement  regarding  his  involvement  in  the  inclusion  of  the  $29,000  payments  in 
Honeywell's  proposal.  The  above  wording  reflects  Office  notes  of  the  Superintendent's  statement  during 
a  January  17,  1995  interview. 
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money  as  savings. 


Other  vendors  were  never  informed  that  they  could  use  this  annual  $29,000  figure  in  their 
savings  projections.  Again,  Easton  officials  gave  Honeywell  special  treatment,  here  by 
indicating  well  in  advance  of  the  issuance  of  the  RFP  that  they  would  accept  a  $29,000 
inflation  of  any  real  savings  Honeywell  could  provide. 

When  this  $29,000  "savings"  figure  is  taken  out  of  the  10-year  savings  projection  contained 
in  Honeywell's  cost  proposal,  the  operational  savings  fall  from  $602,159  to  just  $312,159. 

Finding  2. 

Easton's  request  for  proposals 
process  did  not  promote  fair  competition. 

Although  four  vendors  attended  Easton's  preproposal  meeting  on  May  11,  1994,  Easton 
received  only  one  response  to  its  RFP  --  Honeywell's.  This  lack  of  competition  may  have 
been  due  in  part  to  Easton's  failure  to  provide  other  vendors  with  the  information  necessary 
to  prepare  a  proposal  for  energy  management  services. 

Easton's  RFP  provided  little  facility  information.  When  Easton  officials  submitted  a  draft 
of  their  RFP  to  the  Division  of  Energy  Resources  (DOER)  as  required  by  statute,  DOER 
recommended  that  the  RFP  include  "substantial  facility  specific  information  from  which  the 
bidder  would  identify  appropriate  financial  and  technical  strategies."  Among  the  sample 
procurement  documents  DOER  gave  Easton  were  a  facility  profile  information  sheet  and  a 
facility  profile;  however,  Easton's  final  RFP  contained  very  little  of  the  facility  information 
outlined  in  these  documents.  By  the  time  the  RFP  was  advertised,  Honeywell  had  been 
studying  the  Easton  school  facilities  and  preparing  its  proposal  for  months;  the  other  bidders 
had  just  learned  of  the  project.  The  Easton  Public  Schools  might  have  obtained  competition 
for  the  project  by  following  DOER's  advice  and  providing  all  vendors  with  relevant  building 
and  equipment  information.10 

10At  several  points,  the  School  Committee's  response  to  the  draft  report  alleged  that  DOER  approved 
the  RFP  eventually  issued.  According  to  DOER,  that  agency's  file  on  Easton's  planned  procurement 
from  Honeywell  does  not  contr in  such  an  approval,  nor  is  it  DOER's  practice  to  approve  or  disapprove 

RFP's. 
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Easton  officials  relied  on  Honeywell  to  develop  energy  consumption  data  used  in  the 
RFP  process.  Before  advertising  the  RFP,  Easton  officials  asked  Honeywell  to  calculate 
energy  consumption  in  the  schools  during  calendar-year  1993,  using  utility  bills 
they  provided  to  Honeywell.  Honeywell  summarized  the  billing  information  in  a  chart  to  be 
used  to  provide  other  prospective  vendors  with  information  about  base-year  energy 
consumption. 

Base-year  energy  consumption  information  is  used  by  energy  management  services 
contractors  to  determine  the  cost  savings  that  can  be  achieved  through  conservation 
measures.  An  accurate  determination  of  base-year  consumption  is  also  essential  to  the 
community  contracting  for  a  program  to  verify  savings  produced  by  the  program  it  purchases. 

Easton  relied  on  Honeywell  to  develop  the  base-year  consumption  information  that  was 
distributed  to  other  prospective  vendors  at  Easton's  mandatory  preproposal  conference. 
Easton's  Superintendent  of  Central  Maintenance  directed  the  vendors  to  disregard  the  RFP 
requirement  that  proposers  develop  their  own  base-year  information,  and  instead  use  the 
base-year  consumption  chart  prepared  by  Honeywell  in  determining  their  savings  projections. 
Easton  officials  also  planned  to  use  the  chart  to  determine  whether  the  Honeywell  program 
produced  the  guaranteed  level  of  savings. 

This  Office  discovered  a  major  error  in  the  base-year  chart  that  had  gone  unnoticed  by  Easton 
officials:  Honeywell  had  failed  to  include  a  portion  of  the  heating  costs  for  two  of  Easton's 
schools.  As  a  result,  the  base-year  energy  costs  appeared  lower  than  they  actually  were. 
This  apparent  low  energy  use  may  have  discouraged  vendors  from  submitting  proposals  by 
making  the  task  of  reducing  the  schools'  energy  consumption  appear  more  difficult  than  it 
actually  was. 

Moreover,  Honeywell  did  not  intend  to  use  this  base-year  chart  to  calculate  energy  savings 
under  its  proposed  contract  with  Easton,  a  fact  that  Easton  officials  failed  to  understand. 
Honeywell  planned  to  estimate  base-year  energy  consumption  using  detailed 
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information  about  energy  use  gathered  through  Honeywell's  inspection  and  monitoring  of 
the  buildings.  Honeywell  would  then  compare  that  information  with  actual  utility  billings  to 
verify  the  accuracy  of  the  estimate. 

By  relying  on  Honeywell  to  develop  essential  information  about  Easton's  base-year  energy 
use,  Easton  officials  further  undermined  the  prospect  of  generating  any  real  competition  for 
an  energy  management  services  program. 

Finding  3. 

Easton  officials  conducted  a  flawed 
evaluation  of  Honeywell's  proposal. 

The  Easton  School  Committee  appointed  a  committee  to  evaluate  proposals  received  in 
response  to  the  RFP  for  energy  performance  contracting  services.  This  evaluation  committee 
consisted  of  two  School  Committee  members,  the  Schools'  Administrative  Assistant,  and 
the  Central  Maintenance  Superintendent  for  the  Town  of  Easton.  The  latter  two  of  these 
four  people  had  been  involved  in  the  meetings  and  negotiations  with  Honeywell  that  had 
begun  in  October  1993. 

The  evaluation  process  was  undocumented  and  informal.  After  reviewing  the  Honeywell 
proposal,  the  evaluation  committee  met  with  Honeywell  representatives  on  June  15,  1994. 
The  committee  members  prepared  no  questions  for  Honeywell  in  advance.  Instead, 
according  to  committee  members  interviewed  by  this  Office,  they  conducted  the  Honeywell 
interview  as  an  informal  "give-and-take"  session.  At  the  close  of  Honeywell's  presentation 
to  the  committee,  according  to  Easton  officials,  Honeywell  left  and  the  committee  voted  to 
recommend  the  Honeywell  project  to  the  School  Committee.  Project  records  contain  no 
minutes  of  the  interview  nor  any  notes  documenting  the  committee's  evaluation  of  Honeywell's 
proposal.11 


"In  response  to  the  draft  report,  the  School  Committee  claimed  that  the  evaluation  committee  met  both 
before  and  after  Honeywell  made  its  presentation.  Because  Easton's  files  contained  no  documentation 
of  the  evaluation  committee's  meetings  or  evaluation  of  the  Honeywell  proposal,  it  is  impossible  to  verify 
this  claim. 
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Honeywell's  proposal  failed  to  meet  a  key  requirement  of  the  RFP.  Easton's  RFP  stated 
that  payments  to  the  contractor  would  be  contingent  on  the  level  of  savings  achieved. 
However,  Honeywell's  proposed  arrangement  would  have  required  Easton  to  pay  for  the 
retrofit  regardless  of  the  savings  realized. 

Honeywell's  proposed  lease/purchase  agreement  with  Easton  included  the  following 
stipulation: 

except  [in  the  event  of  nonappropriation],  the  rental  payments  shall  be 
absolute  and  unconditional  in  all  events  and  will  not  be  subject  to  any  setoff, 
defense,  counterclaim,  abatement  or  recoupment  for  any  reason  whatsoever. 

A  later  section  of  the  same  document  allowed  Honeywell  to  assign  its  right  to  payment  to 
Citicorp,  Inc.,  a  third  party,  while  requiring  Easton  to: 

1 .  make  all  rental  payments  to  the  third  party  without  "abatement,  deduction  or  set- 
off," 

2.  acknowledge  that  the  assignee  makes  no  warrantees  or  claims  about  the  quality 
of  the  equipment,  and 

3.  agree  not  to  sue  the  assignee,  but  to  make  any  claims  regarding  the  equipment 
against  Honeywell. 

Thus,  the  agreement  would  have  required  Easton  to  continue  monthly  payments  for  ten 
years  to  pay  for  the  retrofit  even  if  Honeywell  failed  to  deliver  the  guaranteed  savings.  In 
the  event  that  the  promised  savings  did  not  materialize,  Easton  would  have  had  to  attempt 
to  enforce  the  agreement  by  seeking  payment  from  Honeywell. 
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Finding  4. 


The  proposed  contract  did  not  contain  Honeywell's 
promised  operational  savings  guarantee. 

Figure  2  below  summarizes  the  savings  information  presented  in  Honeywell's  cost  proposal 
spreadsheet. 

Figure  2.  Honeywell  Savings  Estimate12 


Annual 

Over  10  years 

Energy  savings 

$37,331 

$448,200 

Operational  savings 

-  Eastern  Utilities 

-  Maintenance 

$29,000 
$26,000 

$290,000 
$312,159 

Total 

$92,331 

$1,050,359 

The  second  paragraph  of  Honeywell's  proposal  began  with  the  assurance  that: 

The  Honeywell  School  Services  Program  guarantees  that  the  Easton  Public 
Schools  will  save  a  total  of  $37,331  in  energy  year  one  and  over  $1  million 
dollars  in  energy  and  operational  costs  over  a  ten-year  term.  [Emphasis 
added.] 

Honeywell's  proposal  contained  additional  statements  indicating  that  its  operational  savings 
estimates  were  guaranteed.  The  operational  savings  estimates  totalled  $602,159  over  the 
10-year  term  of  the  contract,  representing  57  percent  of  the  total  savings  projected  by 
Honeywell. 

In  fact,  the  language  of  the  proposed  contract  guaranteed  only  energy,  not  operational, 
savings: 

Honeywell  guarantees  that  the  program  of  retrofit  and  maintenance  services 
described  will  recover  $448.200  in  total  energy  savings,  or  $37.331  per 
guarantee  year.  .  .  . 


12Honeywell's  projected  maintenance  savings  and  energy  savings  figures  included  an  annual  escalation 
factor  of  four  percent. 
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The  proposed  contract  contained  language  limiting  the  guarantee: 
COMPLETE  AGREEMENT  ON  ENERGY  GUARANTEE 

This  guarantee  represents  the  entire  agreement  between  Honeywell  and  the 
Client  with  regard  to  the  energy  guarantee.  This  guarantee  does  not  include 
any  documents,  materials,  commitments,  representations  or  comments  that 
are  not  expressly  incorporated  by  reference  into  this  guarantee.  The  parties 
agree  that  this  guarantee  describes  the  full  and  complete  agreement  with 
respect  to  such  guarantee  and  that  there  are  no  other  agreements  relating 
to  or  modifying  this  provision. 

The  proposed  contract  did  not  incorporate  the  proposal's  promised  guarantee  of  operational 
savings,  nor  did  it  contain  any  provision  separately  guaranteeing  operational  savings.  To 
enforce  the  guarantee  of  operational  savings  promised  in  Honeywell's  proposal,  Easton  would 
have  had  to  argue  against  the  clear  language  of  the  contract. 

Finding  5. 

Without  guaranteed  operational 
savings,  the  Honeywell  program  was  not 
guaranteed  to  be  self-funding. 

Easton's  RFP  required  the  energy  performance  contract  to  fund  itself.  Honeywell's  proposal 
clearly  stated  that  the  program  was  guaranteed  to  be  self-funding.  Section  2  of  the  proposal 
claimed: 

Honeywell  guarantees  -  in  writing  -  that  upgrades  and  on-going  maintenance 
services  will  be  paid  for  out  of  the  savings  realized  by  improving  operating 
efficiency  and  conserved  energy.  All  the  benefits  of  a  safer,  more  comfortable 
and  more  productive  learning  environment  can  be  realized  under  this  program 
at  zero  net  cost  to  the  school  system  -  guaranteed.  Honeywell  guarantees 
that  the  annual  cost  of  this  program  will  be  offset  by  energy  and  operational 
savings.  [Emphasis  in  original.] 

Easton  officials  told  this  Office  that  they  believed  the  Honeywell  program  was  self-funding. 
Easton's  Superintendent  of  Schools  told  members  of  this  Office  that  Honeywell's  proposal 
met  this  RFP  requirement,  and  Easton  officials  who  reviewed  the  Honeywell  proposal  said 
they  came  to  view  it  as  a  "win-win"  transaction  because  it  required  "no  money  out-of-pocket' 
and  "paid  for  itself"  through  energy  and  operational  savings. 
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Honeywell's  limited  contract  guarantee  of  only  $448,200  of  the  total  program  cost  of 
$1,161 ,662  was  not  a  guarantee  that  the  program  would  pay  for  itself. 

Figure  3.  Honeywell  Savings  Projections  Over  10  Years 

Guaranteed 


Not  Guaranteed 


Finding  6. 

Honeywell's  $26,000  maintenance 
savings  projection  was  misleading. 

The  "operational  savings"  column  of  Honeywell's  cost  proposal  spreadsheet  (reprinted  on 
p.  2  as  Figure  1)  consisted  of  the  $29,000  Eastern  Utilities  payments  discussed  above,  and 
an  annual  $26,000  item  labelled  "existing  maint  budget."  A  key  to  the  spreadsheet  explained 
that  the  $26,000  item  "represents  savings  taken  from  the  maintenance  budget  of  DPW."  In 
interviews  with  this  Office,  the  Administrative  Assistant  for  the  Easton  Public  Schools  said 
that  the  $26,000  figure  was  based  on  school  repair  records  from  prior  years,  and  Honeywell 
representatives  explained  that  they  arrived  at  the  $26,000  number  by  reviewing  three  years 
of  maintenance  bills  provided  by  Easton  officials.  The  Honeywell  representatives  said  they 
examined  the  bills  with  Easton  officials  and  together  decided  which  costs,  such  as  repairs 
to  steam  traps  and  thermostats,  would  be  eliminated  under  the  Honeywell  program. 

This  Office  asked  Honeywell  for  copies  of  the  bills  that  formed  the  basis  of  the  $26,000 
annual  maintenance  savings  figure.  In  letters  to  this  Office  preceding  and  accompanying 
its  submission  of  the  bills.  Honeywell  stated  that  these  bills  did  not  add  up  to  the  $26,000 
figure  contained  in  the  cost  proposal,  and  gave  a  second  explanatron  of  the  $26,000 
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"maintenance  savings"  figure: 


In  the  past,  Easton  Public  Schools  has  had  a  reactive  approach  to 
maintenance.  .  .  .  During  the  survey  time  allotted  we  interviewed  [Easton's 
Superintendent  of  Central  Maintenance].  We  asked  him  how  much  he  spent 
in  the  first  few  months  on  maintenance.  [He]  handed  us  a  pile  of  bills  totaling 
over  $15,000  

We  reviewed  these  bills  with  [Easton  Public  Schools'  Administrative  Assistant] 
and  [the  Central  Maintenance  Superintendent].  [The  Administrative  Assistant] 
said  that  over  the  past  seven  years  they  have  deferred  significant 
maintenance.  It  was  obvious  after  looking  over  the  history  that  maintenance 
had  been  deferred.  After  reviewing  these  costs  with  [the  Central  Maintenance 
Superintendent  and  the  Administrative  Assistant],  they  approached  the 
[Superintendent  of  Schools].  It  was  agreed  at  that  time  it  would  not  be  in  the 
Town's  best  interest  to  fix  up  the  systems  without  an  ongoing  preventive 
maintenance  program  to  keep  it  at  peak  efficiency.  [The  Superintendent  of 
Schools]  and  the  School  Committee  agreed  to  allocate  an  additional  $26,000 
to  their  existing  $31 1 ,000  maintenance  budget[.] 

Apparently,  then,  the  $26,000  maintenance  "savings"  were  not  savings  at  all.  Rather, 
according  to  Honeywell's  revised  explanation,  this  figure  had  been  added  to  the  Easton 
Public  Schools'  budget  on  Honeywell's  recommendation. 


The  maintenance  bills  Honeywell  provided  to  this  Office  included  costs  for  repairing  oil-fired 
boilers  which  had  since  been  converted  to  gas-fired  boilers  and  in  any  case  were  not  covered 
by  the  proposed  Honeywell  program.  The  bills  also  included  expenditures  incurred  in 
December  1993  to  stock  up  on  plumbing  supplies.  These  plumbing  supply  costs  reflect 
neither  typical  monthly  maintenance  spending  nor  work  covered  by  the  Honeywell  program. 
Honeywell  admitted  in  a  letter  to  this  Office  that  $9,268  of  the  $14,758  in  base-year 
maintenance  bills  it  reviewed  from  Easton  had  nothing  to  do  with  the  Honeywell  program. 
In  so  admitting,  Honeywell  made  the  following  statement: 

[T]hese  invoices  were  in  no  way  used  to  determine  savings  figures.  They 
were  used  to  present  the  fact  that  the  customer  was  not  spending  money 
maintaining  their  temperature  control  system.  It  was  used  to  confirm  that  the 
school  was  deferring  maintenance.  [Emphasis  in  original.] 

Honeywell  later  provided  this  Office  with  a  third  explanation  of  the  $26,000  maintenance 
savings  figure  in  the  cost  proposal.  This  explanation  described  the  $26,000  as  a  compromise 
reached  between  Honeywell  and  Easton  officials.  According  to  this  explanation.  Honeywell 
told  Easton  officials  that  schools  of  similar  size,  age,  and  climate  zone  should 
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have  been  spending  approximately  $50,000  on  annual  maintenance,  but  Easton  officials 
thought  that  a  more  manageable  figure  would  be  "somewhere  in  the  $25,000  range.'' 
Honeywell  described  the  reasoning  behind  the  $26,000  figure  in  the  cost  proposal 
spreadsheet: 

[B]y  proposing  the  $26,000  figure  in  its  final  proposal,  Honeywell  was  asking 
Easton  to  consider  raising  its  maintenance  budget  slightly  during  the  base 
year  to  reflect  a  slightly  higher  and  thus  more  realistic  assessment  of  base 
year  costs.  Moreover,  the  slight  adjustment  to  a  cost  more  closely 
approximating  the  realistic  cost  of  Easton's  maintenance  also  permitted 
Honeywell  to  present  a  proposal  in  which  Easton  had  a  positive  cash  flow, 
however  marginal,  after  the  retrofit.  [Emphasis  added.] 

In  interviews  with  this  Office,  Easton's  Superintendent  of  Central  Maintenance  at  first 
confirmed  Honeywell's  second  report  to  this  Office,  that  the  $26,000  figure  represented  an 
addition  to  the  Schools'  maintenance  budget  for  deferred  maintenance.  This  official  later 
said  he  did  not  know  how  the  maintenance  savings  figure  was  calculated.  The  Superintendent 
of  Schools  and  a  member  of  the  Easton  School  Committee  denied  that  the  Schools  had 
decided  to  add  $26,000  to  the  maintenance  budget.  These  Easton  officials  said  they  thought 
the  $26,000  figure  represented  base-year  maintenance  costs  that  would  be  eliminated  by 
the  Honeywell  program.  The  Superintendent  of  Schools  said  that  although  Honeywell  had 
repeatedly  suggested  that  the  Schools  add  funds  toward  deferred  maintenance,  the  Schools 
could  not  afford  to  do  this. 

The  $26,000  maintenance  savings  item  in  Honeywell's  cost  proposal  spreadsheet  did  not, 
as  Honeywell  first  told  members  of  this  Office,  and  as  some  Easton  officials  said  they 
believed,  represent  specific  base-year  maintenance  costs  that  the  Honeywell  program  would 
have  eliminated.  It  is  unclear  what  this  figure  did  represent.  What  is  clear  is  that  Honeywell's 
proposed  contract  did  not  guarantee  annual  maintenance  savings  of  $26,000. 

Finding  7. 

Easton's  after-school  activities  could  have  reduced 
Honeywell's  energy  savings  guarantee. 

As  noted  in  Finding  4  above,  Honeywell's  proposed  contract  guaranteed  only  energy  savings 
of  $37,331  each  year.   However,  an  unrealistic  school  occupancy  schedule  contained 
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in  the  contract  could  have  eroded  even  this  limited  guarantee.  The  contract  occupancy 
schedule,  shown  below,  omitted  hours  during  which  after-school  activities  regularly  take  place 
in  the  Easton  schools. 

Normal  Occupancy  will  be  based  on  the  following  schedules  and  180  school  days  per  year. 


Oliver  Ames  High  School  7:40  a.m.  -  1 :50  p.m. 

Easton  Junior  High  School  7:40  a.m.  -  2:00  p.m. 

Center  School  8:30  a.m.  -  2:30  p.m. 

Parkview  School  9:00  a.m.  -  3:00  p.m. 

Moreau  Hall  9:00  a.m.  -  3:00  p.m. 


When  questioned  by  this  Office,  an  Easton  school  official  acknowledged  that  Easton  teachers, 
parents,  and  students  routinely  use  the  schools  beyond  the  occupancy  schedule  listed  above 
for  events  such  as  basketball  games,  plays,  and  Boy  Scout  meetings. 


Easton  officials  gave  conflicting  reports  of  the  likely  effect  of  Easton's  use  of  the  buildings 
for  these  activities  on  Honeywell's  energy  savings  guarantee.  One  Easton  official  told  this 
Office  that  Honeywell  knew  of  these  after-hours  activities  and  would  use  a  factor  or  formula 
to  adjust  the  energy  guarantee  to  account  for  the  difference  between  the  occupancy  schedule 
described  in  the  contract  and  the  actual  hours  that  Easton's  school  buildings  were  occupied. 
Other  Easton  officials  stated  that  Honeywell's  energy  savings  guarantee  would  not  be  affected 
by  weekend,  afternoon,  and  night  activities  beyond  the  occupancy  schedule  contained  in 
the  contract. 

Honeywell  informed  this  Office  in  writing  that  a  two-percent  deviation  from  the  contract 
occupancy  schedule  would  have  allowed  for  a  recalculation  of  the  energy  guarantee.  Notably, 
this  two-percent  provision  did  not  appear  in  either  the  Honeywell  proposal  or  contract.  The 
proposed  contract  did,  however,  contain  restrictive  provisions  relating  to  occupancy  hours: 

•        The  energy  savings  audit  may  be  adjusted  to  account  for .  .  .  changes 
in  agreed-upon  operating  practices  [the  occupancy  schedule]  which 
affect  energy  consumption  between  the  base  year  and  the  guaran- 
tee period. 
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•  To  achieve  these  energy  savings,  Honeywell  and  the  client  agree 
upon  these  operating  practices  for  the  systems  controlled:  See  at- 
tached [occupancy]  schedule. 

•  Operational  &  Occupancy  Hours  Adjustment  Addition  or  reduction  in 
.  .  .  hours  of  use  for  equipment  will  be  accounted  for  and  factored 
into  the  comparison  of  base  and  current  years. 

A  separate  document  Honeywell  provided  to  Easton  similarly  explained  that  Honeywell  would 
adjust  the  savings  guarantee  if  the  school  occupancy  hours  were  greater  than  those  listed 
in  the  contract: 

In  order  to  achieve  all  guaranteed  savings,  hours  of  operation  are  agreed 
upon  on  a  building  by  building  basis  and  documented  in  the  contract. 
Adjustments  are  made  in  the  event  the  actual  hours  of  operation  exceed  upon 
[sic]  agreed  upon  hours. 

The  contract  language  gave  Honeywell  leverage  to  change  the  energy  savings  guarantee 
based  on  Easton's  use  of  the  buildings  outside  of  the  regular  school-day  schedule  contained 
in  the  contract.  An  additional  document  provided  to  Easton  and  to  this  Office  indicates  that 
Honeywell  intended  to  recalculate  Easton's  guarantee  if  occupancy  hours  had  deviated  from 
those  in  the  contract. 

Finding  8. 

Honeywell's  calculation  method  could  have  allowed 
Honeywell  to  overstate  Easton's  energy  savings. 

Easton's  RFP  did  not  specify  rules  for  calculating  the  dollar  value  of  the  energy  savings 
produced  by  a  proposed  program.  Honeywell  was  therefore  free  to  propose  its  own 
methodology  for  calculating  the  value  of  the  energy  savings  produced.  Honeywell's  proposal 
promised  that  Easton  would  realize  $37,331  per  year  in  total  energy  cost  savings  and 
described  the  methodology  Honeywell  would  use  to  measure  these  savings. 

First,  Honeywell  proposed  to  calculate  an  adjusted  measure  of  annual  energy  consumption 
prior  to  the  installation  of  energy-saving  improvements.  This  measure  would  represent 
base-year  consumption.  Then,  after  the  improvements  were  installed.  Honeywell  would 
review  all  utility  billings  and  calculate  an  adjusted  measure  of  energy  consumption  for  each 
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contract  year.  Honeywell  would  apply  its  own  methodology  to  compare  the  current  year  with 
the  base  year  to  determine  whether  Honeywell  had  met  its  energy  savings  guarantee. 


The  methodology  Honeywell  planned  to  use  to  measure  the  cost-effectiveness  of  its  own 
program  could  have  allowed  Honeywell  to  overstate  savings  produced  by  its  program  in 
two  respects: 

1 .  Honeywell  would  have  calculated  Easton's  energy  savings  using  either  the  current- 
year  or  base-year  unit  price  for  energy,  whichever  was  higher.  This  calculation 
method  would  overstate  the  dollar  value  of  Honeywell's  energy  savings  for  every 
year  in  which  the  actual  energy  price  fell  below  the  base-year  energy  price. 

2.  Honeywell  would  have  calculated  Easton's  energy  savings  using  the  average,  rather 
than  actual,  price  per  unit  of  energy  saved.  This  calculation  method  would  have 
overstated  the  dollar  value  of  energy  savings  because  Easton  pays  a  higher 

price  for  initial  units  of  natural  gas  than  for  subsequent  units  used  in  each  billing  pe- 
riod. All  savings  resulting  from  reduced  consumption  of  natural  gas  would  have  been 
realized  at  the  lower,  marginal,  price.13 


The  Chicopee  Case 


The  Chicopee  Public  Schools  purchased  a  $1,768,215  energy  management  services  program 
from  Honeywell  on  April  10,  1992.  Like  the  program  Honeywell  proposed  to  the  Easton  Public 
Schools.  Chicopee's  program  involved  an  energy  equipment  retrofit  and  a  multi-year  preventive 
maintenance  service.  After  the  retrofit  work  was  completed.  Chicopee's  Director  of  School 
Maintenance  noticed  maintenance  problems  in  the  buildings  covered  by  the  Honeywell  contract. 
In  1994.  he  hired  an  energy  consultant  to  review  Honeywell's  energy  savings  calculations. 

Chicopee's  consultant  discovered  that  Honeywell  used  a  decline  in  oil  prices  to  claim  credit  for 
more  cost  savings  than  the  Honeywell  program  produced.  The  Chicopee  contract,  like  the 
contract  proposed  to  Easton,  allowed  Honeywell  to  use  base-year  rather  than  current-year  energy 
prices  to  calculate  the  value  of  savings.  Chicopee  learned  that  this  methodology  can  result  in 
an  overstatement  of  actual  savings.  According  to  Chicopee's  consultant.  Chicopee's  heating 
oil  consumption,  adjusted  for  weather  differences,  was  reduced  by  133,285  gallons  during  the 
first  year  of  its  Honeywell  contract.  In  a  report  to  Chicopee,  the  consultant  noted  that  Honeywell 
used  an  $.82  per  gallon  base  year  oil  price  to  calculate  $109,295  in  savings,  even  though 
Chicopee's  actual  savings,  based  on  the  contract  year  price  of  $.61  per  gallon,  were  only 
$81,305.  The  consultant  concluded  that  this  calculation  method  allowed  Honeywell  to  take 
credit  for  $27,990  more  than  Chicopee  actually  saved. 


13For  example,  Easton's  utility  bills  show  that  Easton's  Oliver  Ames  High  School,  heated  by  natural 
gas,  used  13,274  therms  for  the  billing  period  from  November  6  through  December  8.  1993.  Bay 
State  Gas  charged  Easton  $.8062  per  therm  for  the  first  9,000  therms  used  and  $.6276  for  each 
subsequent  therm.  Easton's  average  cost  per  therm  for  that  month  was  $.7487.  Had  Easton  reduced 
consumption  at  the  High  School  by  1000  therms  that  winter  month  through  energy  conservation 
measures,  the  Town  would  have  realized  dollar  savings  of  $627.60  (1000  x  $.6276).  Honeywell's 
calculations,  however,  would  claim  credit  for  savings  of  $748.70  (1000  x  $.7487). 
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Thus,  much  of  the  savings  Honeywell  promised  in  its  proposal  to  the  Easton  Public  Schools 
were  illusory.  Honeywell's  proposed  contract  did  not  guarantee  the  operational  savings, 
which  were  largely  comprised  of  a  reallocation  of  unrelated  funds  in  the  Schools'  energy 
budget.  The  energy  savings  guarantee  could  have  been  reduced  by  Easton's  after-school 
activities,  and  would  have  been  calculated  by  Honeywell  in  a  way  that  could  overstate 
actual  savings. 

Finding  9. 

Honeywell's  cost  proposal 
treated  a  $117,719  cost  item  as  savings. 

Honeywell  proposed  repairs  to  ventilation  systems  that  were  not  operating  in  Easton's  high 
school  and  junior  high  school.14  Honeywell's  proposal  explained  that  this  work  would  have 
resulted  in  the  consumption  of  additional  energy.  The  cost  proposal  spreadsheet  showed 
a  $1 1 7,720  cost  for  this  extra  energy  over  a  1 0-year  period. 

However,  in  projecting  a  positive  cash  flow  to  Easton  of  $6,416  over  10  years,  Honeywell 
did  not  treat  the  cost  Easton  would  pay  for  the  additional  energy  as  an  expense;  instead, 
Honeywell  added  $1 1 7,71 9  to  Easton's  projected  savings.  By  treating  a  $1 1 7,71 9  expense 
as  savings.  Honeywell  was  able  to  present  Easton  with  a  projected  positive  cash  flow  from 
the  Honeywell  program. 

In  fact,  this  manipulation  of  projected  net  cash  flow  was  necessary  to  support  Honeywell's 
claim  that  all  of  the  benefits  of  the  program  would  be  produced  at  "zero  net  cost  to  the 
school  system."  Had  the  additional  energy  cost  resulting  from  improved  ventilation 
simply  been  left  out  of  the  balancing  equation,  Honeywell's  cash  flow  projection  would  have 
shown  a  program  cost  to  Easton  of  $1 1 1 ,303.  Had  this  expense  been  treated  as  a  cost  in 
the  cash  flow  equation.  Honeywell's  projection  would  have  shown  Easton  a  total  program 
cost  of  $229,023. 


14The  cost  proposal  spreadsheet  shows  $425  of  such  work  to  be  performed  on  the  Parkview  School 
as  well,  but  the  proposal's  description  of  work  to  this  school  does  not  indicate  that  any  of  the  proposed 
work  would  have  provided  extra  ventilation,  nor  does  it  show  which  new  equipment  would  have  resulted 
in  additional  energy  consumption. 
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Finding  10. 

Honeywell's  proposal  contained 
vague  and  contradictory  language  regarding 
temperature  controls  work. 

The  proposed  retrofit  contract  required  Honeywell  to  "provide  all  necessary  labor  and  materials 
to  perform  the  scope  of  work  described  in  our  response  to  the  RFP  for  Energy  Conservation. " 
Honeywell's  response  to  the  RFP  described  the  major  components  of  work  and  equipment 
associated  with  the  retrofit: 

1 .  repair  or  replacement  and  calibration  of  all  temperature  controls  through- 
out the  five  school  buildings, 

2.  installation  of  Honeywell's  patented  "building  automation  system,"  and 

3.  replacement  of  current  hallway  and  exit  sign  lighting  with  more  efficient  light- 
ing.15 

Neither  Honeywell's  proposal  nor  the  proposed  contract  with  Easton  defined  "temperature 
controls"  for  purposes  of  the  retrofit,  but  generally  speaking,  temperature  controls  can  include 
thermostats,  carbon  monoxide  sensors,  and  other  devices  that  transmit  direction  to  a 
building's  mechanical  heating,  ventilating,  and  air  conditioning  system.  Section  4  of 
Honeywell's  proposal  defined  the  work  to  be  performed  on  the  controls  in  each  school.  For 
each  school,  the  description  began  with  a  general  statement,  and  then  moved  into  a  more 
specific  recitation  of  improvements  to  be  performed.  The  general  statement  for  each  school 
promised: 

The  existing  temperature  control  system  will  be  revitalized  where  possible. 
All  controls  will  be  repaired  or  replaced.  All  controls  will  then  be  calibrated. 

The  preceding  sentences  contradict  each  other  and  raise  questions  about  the  level  of  service 
Honeywell  would  have  provided.  What  does  "revitalized"  mean?  Would  Honeywell  have 
repaired  all  of  the  controls,  or  would  it  have  performed  only  those 
repairs  it  deemed  "possible"?  Had  Honeywell  already  decided  that  the  only  repairs  "possible'' 
were  those  described  specifically  for  each  school?  How  would  Honeywell  have  decided 
whether  a  control  would  be  repaired  instead  of  replaced?  The  proposal's  ambiguous 

15The  Executive  Summary  to  the  Honeywell  proposal  also  identifies  spare  parts,  training,  removal  of 
obsolete  panels  and  pollution  prevention  as  components  of  its  program. 
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language  left  open  the  possibility  that  Honeywell  would  perform  less  work  than  Easton 
expected. 


The  Chicopee  Case 

Chicopee's  Director  of  School  maintenance  expected  more  temperature  controls  work  than 
Honeywell  performed  during  the  retrofit.  Like  Honeywell's  proposed  contract  with  Easton, 
Honeywell's  contract  with  the  Chicopee  Public  Schools  used  vague  and  contradictory  language 
to  define  required  work  to  the  temperature  controls: 

Honeywell  will  provide  Chicopee  Public  Schools  with  a  complete  checkout  and 
calibration  of  the  existing  pneumatic  and  electric  control  systems.  Honeywell 
estimates  and  has  made  provisions  to  replace  approximately  20%  of  all  the 
existing  temperature  controls.  The  final  determination  of  the  exact  count  of 
controls  to  be  replaced  will  occur  as  the  systems  are  checked  out  and  calibrated. 
However,  Honeywell  has  provided  for,  and  will  replace  whatever  is  required  in 
order  to  meet  and  maintain  energy  savings. 

In  a  letter  to  Honeywell.  Chicopee's  Director  of  School  Maintenance  expressed  frustration  at 
Honeywell's  interpretation  of  its  obligations  under  the  contract: 

Two  and  one-haif  years  have  passed  and  we  are  still  finding  many  temperature 
control  devices  which  have  never  been  inspected,  calibrated  or  replaced  and 
which  we  are  having  to  repair  on  our  own.  The  tasks  which  the  increased  on- 
site  support  services  would  be  performing  are  the  tasks  which  were  supposed 
to  have  been  done  in  the  initial  installation.  . .  .You  have  stated  that  Honeywell's 
only  obligation  is  to  demonstrate  the  guaranteed  cost  avoidance.  We  do  not 
agree  that  the  contract  is  that  limited.  .  .  .  We  have  also  asked  for,  but  never 
received,  a  complete  list  of  the  work  done  in  the  initial  six  month  installation 
phase  of  the  contract.  ...  we  are  keenly  aware  that  the  gulf  between  our 
perspective  interpretations  of  this  contract  appears  to  be  widening.  [Emphasis 
in  original  ] 
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Conclusion  and  Recommendations 


Easton's  attempt  to  procure  an  energy  management  services  program  illustrates  the 
importance  of  careful  planning,  clear  objectives,  and  sound  procurement  practices.  Easton 
officials  told  this  Office  that  they  wanted  a  program  that  would  improve  the  environment  in 
the  schools  and  generate  enough  savings  to  pay  the  entire  cost  of  the  program.  In  the 
end,  these  officials  recommended  that  the  School  Committee  contract  with  Honeywell  for  a 
$1,161 ,662  program  that  guaranteed  savings  of  only  $448,200.  Even  the  limited  Honeywell 
guarantee  was  based  on  unrealistic  school  occupancy  hours  and  calculation  methods  that 
could  overstate  true  savings. 

Easton's  experience  demonstrates  the  hazards  of  excessive  reliance  on  an  interested  vendor 
for  advice  and  assistance  in  the  procurement  process.  Easton  officials  failed  to  plan  this 
procurement  adequately  by  collecting  the  necessary  building  and  energy  consumption  data 
and  by  clearly  defining  Easton's  objectives  in  seeking  energy  management  services.  Easton 
officials  also  failed  to  set  basic  ground  rules  for  measuring  energy  consumption  and  for 
defining  and  calculating  cost  savings  for  an  energy  management  services  program. 

Easton  officials  relied  on  Honeywell  to  develop  the  information  necessary  to  plan  for  and 
procure  an  energy  management  services  program.  In  so  doing,  these  officials  gave 
Honeywell  an  unfair  advantage  that  effectively  precluded  any  real  competition  for  the  contract. 
This  misplaced  reliance  also  allowed  Honeywell  to  convince  Easton  to  purchase  a  program 
that,  contrary  to  Easton's  expectations,  was  not  guaranteed  to  be  self-funding. 

The  Inspector  General  offers  the  following  recommendations  to  cities,  towns,  and  other  public 
agencies  interested  in  contracting  for  energy  management  services.  These 
recommendations  are  intended  to  promote  genuine  competition  and  to  ensure  that  energy 
management  services  programs  produce  the  expected  benefits  and  savings. 
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1.  Contact  the  State's  Division  of  Energy  Resources  (DOER)  for  advice  and  technical 
assistance.  The  statute  that  authorizes  energy  management  services  contracting,  M.G.L. 
c.25A,  §1 1C,  requires  cities,  towns  and  other  public  agencies  to  submit  their  RFP's  to  DOER 
for  review  at  least  one  week  prior  to  advertising  for  proposals.  As  a  practical  matter,  this 
Office  recommends  that  you  contact  DOER  for  advice  and  technical  assistance  before  you 
begin  to  draft  an  RFP.  DOER  has  developed  a  model  RFP,  available  on  diskette,  which 
includes  facility  profile  forms  and  sample  contract  terms.  Public  agencies  can  also  apply 
to  DOER  for  more  extensive  technical  assistance  from  DOER's  Energy  Engineering  Program, 
which  can  help  awarding  authorities  competitively  procure  energy  management  services, 
evaluate  and  review  the  selected  firm's  work,  and  assess  energy  savings  after  the  contract 
has  been  awarded. 

2.  Conduct  an  independent  energy  audit.  An  objective,  independent  evaluation  of 
potential  energy  savings  is  crucial  to  a  successful  energy  management  services  procurement. 
If  you  do  not  have  staff  with  technical  expertise  in  energy  management,  it  may  be  advisable 
to  contract  for  an  energy  audit  with  a  consultant  who  will  not  compete  for  the  final  energy 
mangement  services  contract.  The  state's  designer  selection  law,  M.G.L.  c.7,  §§38A1/2-0, 
sets  out  procedures  for  conducting  a  competition  to  choose  the  most  qualified  design 
professional  to  prepare  an  audit.16 

The  energy  audit  will  involve  conducting  a  careful  inspection  of  the  buildings  and  assembling 
detailed  information  on  energy  consumption  and  building  usage.  This  data  can  be  analyzed 
to  develop  a  realistic  estimate  of  potential  savings  from  conservation  measures.  An 
independent  assessment  of  savings  potential  helps  assure  that  the  savings  projections 
offered  by  vendors  are  reliable.  Procuring  an  energy  audit  separately  from  the  final  energy 
management  services  contract  also  assures  that  no  vendor  is  given  an  unfair  advantage 
that  will  undermine  competition  for  the  energy  management  contract. 


16The  designer  selection  law  requires  an  advertised  competition  for  contracts  for  design  services  for 
building  projects  if  the  improvements  to  the  building  are  estimated  to  cost  more  than  $1 00,000.  Design 
services  subject  to  this  law  include  energy  audits.  ^ 
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3.  Formulate  objectives  for  the  energy  management  services  program  in  advance. 

You  may  have  one  or  more  objectives,  such  as  saving  money  through  energy  conservation, 
funding  the  purchase  of  needed  capital  improvements,  or  making  buildings  more 
comfortable  through  improved  temperature  control.  It  is  important  to  determine  what  your 
objectives  are  and  their  relative  importance  so  that  you  can  develop  an  RFP  that  will  solicit 
appropriate  proposals. 

Bear  in  mind  that  it  may  not  be  possible  to  accomplish  all  of  your  objectives.  If  your  primary 
purpose  is  to  obtain  an  extensive  program  of  repairs  to  temperature  controls  or  major  capital 
improvements,  it  may  not  be  possible  to  fully  fund  this  work  with  conservation  related  savings. 
In  that  case,  you  will  need  to  determine  whether  you  can  budget  funds  to  pay  the  difference 
between  the  cost  of  the  improvements  and  the  savings.  If,  on  the  other  hand,  your  objective 
is  simply  to  reduce  operating  costs  for  buildings,  you  may  have  to  forgo  major  building 
improvements  and  seek  only  those  conservation  measures  than  can  pay  for  themselves  in 
a  relatively  short  period  of  time.  The  results  of  your  energy  audit  will  help  you  determine 
how  much  money  you  can  expect  to  save  from  conservation  measures,  so  that  you  can 
assess  your  objectives  realistically. 

4.  Develop  an  RFP  that  provides  vendors  with  adequate  information.  M.G.L.  c.25A. 
§1 1C  requires  the  use  of  an  RFP  process  that  promotes  meaningful  competition  for  energy 
management  services.  To  prepare  a  competitive  proposal,  each  vendor  will  need  a  facility 
profile  with  a  detailed  description  of  each  building  involved  and  accurate  energy  consumption 
data  for  the  most  recent  two-year  period.  All  of  this  information  should  be  included  in  your 
RFP. 

To  ensure  fair  competition,  the  RFP  should  also  state  your  objectives  for  the  program,  list 
any  building  improvements  that  you  will  consider  or  require,  and  specify  whether  the  proposed 
improvements  must  generate  sufficient  energy  savings  to  fund  the  full  cost  of  the  program. 
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5.  Specify  the  methodology  for  computing  savings.  M.G.L.  C.25A,  §1 1 C  requires  an 
RFP  for  energy  management  services  to  specify  the  method  for  comparing  proposals  to 
determine  the  lowest  overall  cost,  taking  into  consideration  energy  cost  savings  and  other 
factors.  To  ensure  that  you  can  meaningfully  compare  and  evaluate  proposed  cost  savings, 
your  RFP  must  specify  how  energy  costs  during  each  contract  year  will  be  measured  against 
base-year  energy  costs.  The  cost  comparison  method  should  factor  in  adjustments  for 
weather-related  factors  and  changes  in  building  use. 

You  should  specify  that  all  energy  savings  achieved  by  the  contractor  will  be  valued  at  the 
marginal  rates  in  effect  during  the  contract  year  for  which  the  savings  are  calculated.  This 
rule  for  valuing  energy  cost  savings  will  help  ensure  that  the  contractor  does 
not  claim  credit  for  more  cost  savings  than  the  program  actually  produces. 

If  you  intend  to  allow  proposers  to  offer  projected  operational  savings,  you  should  specify 
what  operational  savings  you  will  consider  and  how  they  will  be  evaluated.  You  should 
disregard  any  operational  savings  that  cannot  be  objectively  verified. 

DOER's  model  RFP  contains  savings  calculation  provisions  that  can  be  adapted  for  use  in 
your  RFP. 

6.  Provide  all  vendors  with  adequate  time  to  prepare  a  comprehensive  proposal.  A 

realistic  timetable  for  developing  an  energy  management  services  proposal  depends  on  the 
size  of  the  project  and  the  amount  of  information  proposers  must  assemble.  If  you  have 
included  much  of  the  building-specific  data  that  will  be  necessary  to  assess  the  conservation 
potential  of  your  buildings  in  the  RFP,  vendors  will  probably  require  less  time  to  prepare  a 
proposal  than  they  would  if  they  first  had  to  collect  data.  Work  with  your  maintenance  staff 
and  any  consultants  you  have  retained  to  determine  an  appropriate  response  period  for 
your  project. 
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February  13,  1996 


Rebecca  Bryant,  Esquire 
Stoneman,  Chandler  and  Miller 
99  High  Street 
Boston,  MA  02110 

VIA  TELEFAX 

Dear  Ms.  Bryant: 

On  February  2,  1996,  this  Office  received  a  written  response  to  our  draft  report  concerning 
the  Easton  Public  Schools'  attempted  procurement  of  an  energy  management  services  contract 
from  Honeywell,  Inc.  The  response  states  that  it  is  "Easton  Public  Schools'  response  to  the 
draft  report,"  and  is  signed  by  you  on  behalf  of  the  "Easton  Public  Schools." 

Our  December  14,  1995  letter  to  you  enclosing  the  draft  report  stated  "[w]e  are  providing  this 
confidential  draft  to  the  Easton  School  Committee  for  its  review  and  comment."  I  am  writing 
to  request  written  confirmation  from  you  that  the  statement  received  from  your  office 
represents  the  official  position  and  response  of  the  Easton  School  Committee  as  voted  on  in 
executive  session  to  be  included  in  our  public  report. 

Please  fax  your  reply  today.  Thank  you  for  your  assistance  in  this  matter. 


Sincerely, 


Miriam  J.  Kellitier 
Assistant  General  Counsel 
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February  22,  1996 


By  Facsimile 

Ms.  Miriam  J.  Kelleher 

The  Commonwealth  of  Massachusetts 

Office  of  the  Inspector  General 

One  Ashburton  Place 

Boston,   MA  02108 


Re :     Easton  Public  Schools 


Dear  Ms.  Kelleher: 

In  response  to  your  request  regarding  the  matter,  please  be 
advised  that  the  response  to  the  Inspector  General's  Draft  Report 
submitted  by  this  office  on  February  2,   1996  constitutes  the 
response  of  the  Easton  School  Committee. 


Sincerely  yours, 


Rebecca  L 


cc:     Carla  Goodwin,  Chairperson 

Easton  School  Committee 
William  Simmons,  Superintendent 
Easton  Public  Schools 
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Appendix  C:      The  Easton  School  Committee's 

Response  to  the  Draft  Report 


The  response  of  the  Easton  School  Committee,1  appended  hereto,  indicates  that  the 
Committee  does  not  understand  the  degree  to  which  Easton  officials  undermined  the 
possibility  of  fair  competition  for  an  energy  management  services  contract  through  their 
excessive  reliance  on  and  favored  treatment  of  Honeywell. 

According  to  the  Committee's  response,  Easton  officials  simply  accepted  Honeywell's  offer 
to  conduct  a  free  feasibility  study,  reviewed  the  findings  of  the  study,  and  then  proceeded 
with  a  public  procurement  process.  However,  this  Office's  review  found  that  Easton  officials 
met  repeatedly  with  Honeywell  representatives  over  a  seven-month  period  prior  to  advertising 
for  proposals.  During  this  seven-month  period,  Easton  officials  and  Honeywell  representatives 
engaged  in  extensive  discussions  about  Easton's  budgetary  concerns  and  details  of  the 
proposed  Honeywell  program.  Easton  officials  gave  Honeywell  specific  directions  about  work 
they  wanted  Honeywell  to  incorporate  into  its  proposal  and  told  Honeywell  that  Easton  would 
be  willing  to  reallocate  funds  from  an  unrelated  budget  item  to  pay  for  the  program  Honeywell 
planned  to  propose.  The  School  Committee's  statement  that  Easton's  maintenance  bills 
and  budget  information  are  public  records  misses  the  point;  no  other  vendor  enjoyed  the 
favored  treatment  accorded  to  Honeywell. 

In  addition  to  conducting  these  private  negotiations  with  Honeywell.  Easton  officials  relied 
on  Honeywell  to  develop  all  of  the  energy  consumption  data  that  was  included  in  the  RFP. 
The  School  Committee  appears  to  have  no  basis  for  its  assertion  that  the  Division  of  Energy 
Resources  (DOER)  approved  Easton's  RFP;  Easton  has  provided  no  documentation  of  such 


1This  Office  submitted  a  confidential  draft  of  this  report  to  the  Easton  School  Committee's  attorney  on 
December  14.  1995,  for  the  School  Committee's  review  and  comment.  On  February  2  1996.  this 
Office  received  the  response  appended  hereto,  signed  by  the  School  Committee  s  attorney,  for  the 
Easton  Public  Schools  At  the  request  of  this  Office,  the  attorney  for  the  School  Committee  later  sent 
written  confirmation  that  this  response  represented  the  official  response  of  the  Easton  School  Committee 
to  the  draft  report.  This  Office  does  not  have  a  copy  of  the  official  vote  of  the  Easton  School  Committee 
accepting  the  response  appended  hereto  as  its  official  response  to  the  draft  report 
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approval.  Moreover,  DOER  staff  told  this  Office  that  DOER  records  do  not  indicate  that 
DOER  approved  Easton's  RFP. 

The  School  Committee's  response  complains  that  Easton  received  broad,  vague  document 
requests  from  this  Office  throughout  the  fall  and  winter  of  the  1994-1995  school  year,  and 
states  that  Easton  officials  made  every  effort  to  provide  this  Office  with  information.  In  fact, 
Easton  officials  delayed  for  more  than  six  months  in  providing  this  Office  with  information 
and  documents  pertaining  to  their  communications  with  Honeywell  representatives.  The 
timetable  for  this  Office's  review  could  have  been  significantly  shortened  had  Easton  officials 
been  forthcoming  with  information  and  documents.  The  failure  of  Easton  officials  to  provide 
information  upon  request  to  this  Office  created  the  impression  that  these  individuals  were 
not  willing  to  be  publicly  accountable  for  their  actions. 

Contrary  to  the  School  Committee's  assertion,  Easton's  narrow  escape  in  the  summer  of 
1994  from  executing  the  proposed  Honeywell  contract  did  not  end  this  Office's  authority  to 
review  the  procurement  process.  Had  the  Town  Accountant  not  raised  a  last-minute  question, 
Easton  officials  would  have  committed  Easton's  taxpayers  to  a  10-year,  $1 -million-plus 
contract  that  failed  to  guarantee  the  cost  savings  that  Easton  officials  expected.  The 
Inspector  General's  statutory  mandate  requires  this  Office  to  conduct  audits  and  investigations 
to  prevent  and  detect  fraud,  waste,  and  abuse  in  the  expenditure  of  public  funds.  It  was 
well  within  that  mandate  to  bring  to  light  the  ill-conceived  procurement  process  that  led  to 
the  School  Committee's  vote  to  award  a  contract  to  Honeywell. 

The  School  Committee  also  questions  the  Inspector  General's  authority  to  recommend  that 
municipalities  conduct  an  energy  audit  independently  from  procuring  an  energy  management 
services  program  based  on  the  results  of  that  audit.  This  Office  recommends  that  awarding 
authorities  rely  on  objective  and  independent  data  to  evaluate  the  costs  and  benefits  of 
energy  management  services  programs.  This  recommendation  does  not  conflict  with  Chapter 
110  of  the  Acts  of  1993.  which  prescribed  neither  a  one-step  nor  two-step  procurement 
process. 
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The  School  Committee's  response  claims  that  the  Superintendent's  receipt  from  this  Of  .'ice 
of  information  concerning  Fitchburg's  difficulties  with  a  proposed  Honeywell  financing  plan 
caused  Easton  to  decide  not  to  go  forward  with  the  Honeywell  program.  Puzzlingly,  the 
School  Committee's  response  later  accuses  the  Inspector  General  of  having  "withheld'  this 
information  to  the  detriment  of  Easton  and  other  towns.  Far  from  withholding  the  information, 
this  Office  transmitted  a  copy  of  the  Department  of  Revenue  letter  to  Easton  soon  after 
learning  of  its  existence.  Moreover,  Easton  apparently  did  benefit  from  receiving  the  letter, 
since  by  the  School  Committee's  own  account,  it  was  this  information  that  caused  Easton 
to  abandon  its  plans  to  purchase  Honeywell's  program.  It  was  not  until  much  later  in  the 
review,  after  Easton  had  made  the  decision  not  to  procure  a  program  from  Honeywell,  that 
this  Office  learned  about  Chicopee's  experience  with  a  Honeywell  contract. 

The  School  Committee's  response  is  not  reassuring.  The  School  Committee  apparently 
believes  that  because  Town  officials  narrowly  avoided  executing  the  contract  with  Honeywell, 
the  flawed  procedure  followed  by  Town  officials  in  soliciting  and  recommending  this  contract 
raises  no  cause  for  concern.  On  the  contrary,  Easton  taxpayers  should  be  very  concerned. 
If  the  School  Committee  does  not  take  action  to  implement  sound  contracting  procedures 
and  decisions,  future  Easton  contracts  will  be  at  risk. 
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February  2,  1996 


Via  Hand  Delivery 
Janet  Werkman 

First  Assistant  Inspector  General 

for  Legal  Affairs 
Office  of  the  Inspector  General 
One  Ash_burton  Place 
Boston,   MA  02108 

Dear  Ms.  Werkman: 

This  constitutes  Easton  Public  Schools'    ("Easton")  response 

to  the  draft  report   ("Draft  Report")   prepared  by  the  Office  of 

the  Inspector  General   ("Inspector  General")    following  its  review 

of  Easton' s  abandoned  attempt  to  procure  energy  management 

services.     The  Inspector  General  sent  the  Draft  Report  to  Easter. 

for  review  on  December  14,   1995  and  extended  Easton' s  date  for 

response  until  February  2,   1996.     In  the  event  the  Inspector 

General  issues  the  Draft  Report  without  revision  as  a  final 

report,   pursuant  to  your  letter  dated  December  14,   1995,  this 

response  should  be  attached  as  an  appendix.     In  the  event  the 

Inspector  General  revises  the  Draft  Report,   Easton  requests  the 

opportunity  to  revise  its  response  accordingly  prior  to  its 

attachment  to  the  final  report. 
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I .  FACTS 

Easton,   like  many  Massachusetts  school  systems,   in  recent 
years  has  been  forced  to  deal  with  aging  school  buildings  and 
equipment  and  increasing  energy  costs  in  the  face  of  declining 
revenues.     Absent  sufficient  funds  to  replace  or  adequately 
maintain  aging  systems,   Easton  has  been  forced  to  spend  thousands 
of  dollars  repairing  systems  on  a  disjointed,   emergency  basis. 
Consequently,   Easton  officials  became  concerned  that  such 
expenditures  were  an  inefficient  use  of  public  funds. 

In  late  1992  Easton  officials  observed  an  advertisement  by 
Honeywell,   Inc.    ("Honeywell")    in  a  nationally  distributed 
magazine  for  educators.     The  advertisement  indicated  that 
Honeywell  had  contracted  with  many  schools  across  the  country  to 
install  and  maintain  new  heating,   cooling,   and  lighting  systems, 
while  guaranteeing  that  money  saved  in  energy  and  operating  costs 
would  pay  for  the  entire  program.     Easton  officials  contacted 
Honeywell  to  obtain  information  about  the  operation  of  such  a 
program. 

Approximately  one  year  later,   following  the  creation  of  a 
Central  Maintenance  Department  for  the  entire  Town  of  Easton 
("Town"),   including  the  schools,   Easton  officials  decided  to 
explore  the  feasibility  of  an  energy  management  program.  Aware 
that  Honeywell  had  provided  its  program  to  other  Massachusetts 


STONEMAN.    CHANDLER   &  MILLER 


Jane~  Werkman 

Office  of  the  Inspector  General 
February  2,   19  9  6 
Page  3 

school  systems,   Easton  officials  contacted  Honeywell  to  learn 
more  about  it. 

Honeywell  offered  to  conduct  a  feasibility  study  in  Easton, 
free  of  charge.     Easton  officials  believed  that  information  from 
such  a  study  would  be  useful  in  deciding  whether  they  wished  to 
initiate  the  procurement  process  for  energy  management  services. 
Given  the  fact  that  Easton  officials  believed  Honeywell  to  be  a 
reputable  company  with  appropriate  expertise  and  the  fact  that 
Easton  had  no  funds  available  to  pay  for  a  feasibility  study, 
Easton  officials  accepted  Honeywell's  offer  to  perform  a  study 
free  of  charge. 

Honeywell  requested  information  from  Easton,  including 
maintenance  bills  and  budget  information,   and  access  to  the 
school  buildings.     Easton  provided  copies  of  the  requested 
information,   all  of  which  was  public  information  pursuant  to 
M.G.L.,   c.   66,   and  permitted  access  to  the  buildings.  Honeywell 
used  data  gathered  to  compile  spread  sheets  illustrating  several 
scenarios  for  purchase  of  equipment  and  repairs  in  various  schoc 
buildings  which  Honeywell  projected  would  save  Easton  money  over 
a  ten-year  period. 

The  information  Honeywell  presented  to  Easton  officials 
indicated  that  an  energy  management  program  would  be  feasible. 
Easton,   therefore,   initiated  the  procedures  required  by  stature 
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to  procure  energy  management  services. 

A  program,  for  improvements  to  municipal  buildings  such  as 
schools  is  ordinarily  undertaken  through  a  sequential  process. 
Pursuant  M.G.I,   c.   143,    the  municipality  must  first  advertise  for 
a  designer  to  create  plans  for  the  improvement.     Only  after  the 
plans  are  completed,   does  the  municipality  solicit  bids  from 
contractors  to  implement  them.     However,   pursuant  to  Section  24 
of  Chapter  110. of  the  Acts  of  1333,    ("Chapter  110")  the 
legislature  specifically  exempted  the  procurement  of  energy 
management  services  from  this  two-step  procedure,   effective  for 
the  1334  fiscal  year.     The  legislature  provided  that  a 
municipality  need  only  develop  a  single  request  for  proposal 
( "R?P " ) ,   to  be  filed  with  the  Division  of  Energy  Resources 
("DOER")   at  least  sixty  days  prior  to  the  RFP's  publication,  and 
advertised  for  at  least  fourteen  days  prior  to  the  due  date  for 
submission  of  proposals.     Following  this  procedure  a  town  could 
award  a  contract  to  the  bidder  possessing  the  "skill  ability,  and 
integrity  to  perform  faithfully  services  on  the  terms  most 
favorable"  to  the  town.*    Easton  fully  complied  with  this 
statute.     Moreover,   while  not  required  in  the  language  of  Chapter 
110,   Easton  received  approval  from  the  DOER  for  its  RFP.     It  was 


-in  ouiy  /,  1994,  only  after  Easton  had  completed  the  RFP 
procedure,  the  legislature  enacted  M.G.L.  Ch.  25A,  §nc,  which 
Droviaes  further  standards 
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advertised  at  least  fourteen  days  in  advance  of  the  June  1,  1994 
date  for  response. 

Easton  scheduled  a  mandatory  conference  on  May  11,   1994,  for 
those  interested  in  submitting  proposals,   which  was  attended  by 
representatives  of  four  firms.     A  tour  of  all  five  buildings 
affected  by  the  RF?  was  scheduled  for  May  19,  1994. 
Representatives  of  three  firms  participated  in  the  tour.  Each 
had  an  opportunity  to  view  any  area  of  the  buildings  they  chose 
and  to  meet  with  principals  and  operations  custodians.       Not  one 
of  the  four  company  representatives  gave  any  indication  to  Easton 
officials  that  Easton  had  not  provided  enough  information  to 
respond  to  the  RFP.     Nor  did  any  of  them  request  additional 
information.     One  company  representative  called  on  May  31,  1994, 
the  day  before  the  bids  were  due,   to  inquire  whether  Easton 
planned  to  extend  the  timeline.     However,   when  Easton  responded 
that  it  had  no  plans  to  do  so,   the  representative  did  not  request 
an  extension.     Rather,   he  responded  that  his  company  would  be 
submitting  a  proposal. 

Easton  officials  were,   therefore,   surprised  and  disappointed 
that  Honeywell  was  the  only  firm  to  submit  a  proposal.  However, 
given  Easton  officials'   interest  in  beginning  a  cost  savings 
program  prior  to  the  beginning  of  the  next  school  year,  the 
Easton  School  Committee  appointed  a  subcommittee  consisting  of 
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two  of  its  members  and  two  administrators  to  review  and  to  make 
recommendations  regarding  the  single  proposal. 

The  subcommittee  invited  Honeywell  representatives  to  make 
a  formal  presentation  at  7:00  p.m.  on  June  15,   1994.  The 
subcommittee  members  met  both  before  and  after  Honeywell's 
presentation  to  discuss  the  proposal  among  themselves  without 
Honeywell  present.       It  was  the  subcommittee's  understanding 
based  upon  the  written  materials  submitted  and  the  repeated 
verbal  representations  of  Honeywell  that  its  proposal  provided  an 
absolute  guarantee  of  both  energy  and  operational  savings  to 
Easton  over  a  ten  year  period.     Based  upon  that  understanding, 
the  subcommittee  recommended  that  the  School  Committee  award  the 
contract  to  Honeywell  on  June  22,  1994. 

On  June  23,   the  Town  Accountant  raised  a  question  regarding 
the  town's  authority  to  enter  a  ten  year  financing  arrangement 
like  that  proposed  by  Honeywell.     As  a  result,   Easton  officials 
contacted  the  Inspector  General  to  seek  technical  assistance 
regarding  the  matter.     The  Inspector  General  informed  Easton 
officials  that  a  ten  year  agreement  was  acceptable.     However,  the 
Inspector  General  requested  that  Easton  officials  submit  a  copy 
of  the  agreement  proposed  by  Honeywell  and  related  financing 
documents.     Easton  sent  the  requested  materials  immediately  and 
postponed  execution  of  an  agreement  with  Honeywell  expecting  that 
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the  Inspector  General  would  provide  him  with  assistance  in 

further  analyzing  it.     On  June  28,   1994  the  Inspector  General 

asked  to  meet  with  Easton's  Administrative  Assistant.  He 

arranged  a  brief  meeting  for  June  29,   1994.     On  June  30,  1996, 

the  Inspector  General  wrote  to  Easton  Officials  stating: 

We  first  learned  about  this  contract  during  the  past 
week  and  have  not  had  time  to  complete  a  thorough 
analysis  of  the  proposed  arrangement.     However  our 
discussion  with  you  and  our  preliminary  review  of  the 
document  has  already  raised  serious  questions  about 
whether  proceeding  with  the  contract  would  be  in  the 
Town's  best  interest.     This  Office  will  conduct  a 
detailed  review  of  the  proposed  contract  during  the 
month  of  July.     We  will  advise  you  of  our  findings  and 
recommendation  when  we  have  completed  this  review.  If 
the  Town  decides  to  postpone  final  execution  of  an 
agreement  with  Honeywell,  we  believe  that  our  review 
will  prove  helpful. 

On  July  21,   1994,   the  Superintendent  received  a  letter  from  the 

Inspector  General's  office  enclosing  a  Massachusetts  Department 

of  Revenue  opinion  indicating  that  a  proposed  agreement  between 

the  Town  of  Fitchburg  and  Honeywell,  which  the  Inspector  General 

stated  was  identical  to  that  proposed  to  Easton,   was  in  violation 

of  state  finance  laws.     As  a  result,   the  Superintendent 

immediately  abandoned  proceeding  with  the  Honeywell  agreement. 

Easton  considered  this  to  be  the  end  of  the  matter. 

However,   Easton  began  receiving  broad,  vague  requests  for 

documents  from  the  Inspector  General.     These  requests  continued 

throughout  the  fall  and  winter  of  the  1994-95  school  year. 
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Easton  questioned  the  Inspector  General's  authority  to  continue 

to  review  a  project  which  Easton  had  abandoned.     However,  the 

requested  information  are  public  documents  pursuant  to  M.G.L., 

c.66,   and  Easton  officials  made  every  effort  to  provide  them. 

Easton  officials  further  cooperated  by  meeting  as  a  group  with 

three  representatives  of  the  Insoector  General's  office  for 

several  hours  on  January  19,    1995.     Discussions  centered  on  the 

representations  which  Honeywell  made  to  Easton  Officials  and  the 

figures  which  appeared  to  be  the  basis  for  Honeywell's 

representations . 

II.  COMMENTS 

A.       The  Inspector  General's  issuance  of  a  report 

referencing  Easton  officials  is  both  unfair  and 
inconsistent  with  the  Inspector  General's 
statutory  mandate. 

In  light  of  the  Inspector  General's  authorizing  statute  as 

well  as  principles  of  sound  public  policy,   issuance  of  a  report 

regarding  Easton' s  attempt  to  procure  energy  management  services 

is  inappropriate.     M.G.L.   c.   12,   §7  authorizes  the  Inspector 

General  to  act  to  "prevent  and  detect  fraud,   waste  and  abuse  in 

the  expenditure  of  public  funds."     Easton  officials  have  expended 

no  public  funds  on  energy  management  services.     To  the  contrary, 

Easton  officials  sought  guidance  from  the  Inspector  General  and 

immediately  abandoned  the  idea  of  expending  funds  for  such 

services  based  upon  the  Inspector  General's  advice  in  July  1994. 
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The  Inspector  General's  authority  to  review  the  matter  ended  at 
that  time. 

Moreover,   publication  of  a  report  critical  of  Easton 
officials  is  particularly  inappropriate  when  Easton  officials 
fully  complied  with  Chapter  110,   the  statute  governing 
procurement  of  energy  management  services  during  all  times 
relevant  to  Easton' s  attempts  to  procure  services.  Indeed, 
Easton  submitted  its  RFP  to  and  received  approval  from  DOER,  the 
agency  which  has  statutory  authority  to  enforce  and  interpret  the 
bid  laws  for  procuring  energy  management  services  contracts.  See 
M.G.L.   c.   25A,   §llc(d)-     Indeed,   the  central  recommendation  of 
the  Draft  Report  is  for  municipalities  to  hire,   first,  an 
independent  consultant  to  conduct  an  energy  audit  for  use  in 
designing  a  plan  and,   second,  an  unrelated  contractor  to 
implement  it.     This  recommendation  directly  conflicts  with  the 
one- step  procedure  contemplated  by  Chapter  110.     Easton  questions 
whether  the  Inspector  General  even  has  authority  to  issue  such  a 
recommendation.     However,   assuming  such  authority,  fundamental 
fairness  dictates  that  the  Inspector  General  issue  its 

-Even  the  Inspector  General's  own  Procurement  Manual  states 
"The  Division  of  Energy  Resources  enforces  and  interprets  the  bid 
law  for  procuring  energy  management  services  contracts,"  See 
Municipal,   County,  District,   and  Local  Authority  Procurement  cf 
Supplies,   Services  and  Real  Property,   Commonwealth  cf 
Massachusetts,   Office  of  the  Inspector  General,   at  D-2  (1995). 
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recommendations  as  a  general  advisory  prior  to  issuing  a  report 
which  is  critical  of  officials  who  fully  complied  with  the 
controlling  statute.     The  Inspector  General  had  issued  no  such 
advisory  at  the  time  Easton  initiated  its  procurement. 

Nor  had  the  Inspector  General  issued  a  special  report  or 
otherwise  notified  Easton  and  other  municipalities  of 
difficulties  Chicopee  and  Fitchburg  had  experienced  in  their 
attempts  to  procure  effective  energy  management  services  from 
Honeywell.     At  the  time  Easton  initiated  its  procurement, 
Chicopee  had  already  executed  a  contract  with  Honeywell  and  was 
dissatisfied  with  the  results.     In  addition,   Honeywell's  proposed 
contract  with  Fitchburg  had  already  been  found  to  violate  state 
financing  laws.     However,   despite  its  own  regulations  providing 
procedures  to  issue  reports  regarding  such  matters,   the  Inspector 
General  failed  to  issue  such  a  report.     It  thus  withheld 
information  which  would  have  been  helpful  to  Easton  and  to  other 
municipalities  in  determining  whether  Honeywell  possessed  the 
"skill  and  integrity  to  perform  the  services"  as  required  by 
Chapter  110. 

Issuing  a  report  critical  of  Easton  officials  under  these 
circumstances  is  patently  unfair.     Moreover,   issuance  seriously 
compromises  the  Inspector  General's  ability  to  prevent  waste  in 
the  expenditure  of  public  funds.     The  report's  most  resounding 
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message  to  public  officials  in  Massachusetts  is  that  contacting 

the  Inspector  General's  office  for  technical  assistance  places 

them  at  risk  of  dealing  with  vague,  burdensome  requests  for 

documents  and  publication  of  a  twenty- nine  page  formal  report 

containing  inaccuracies  and  unsupported  innuendoes .     The  issuance 

of  the  Draft  Report  makes  clear  that  such  risk  remains  even  when 

the  public  official  has  not  expended  public  funds  and  even  when 

the  official  abandons  any  plans  to  do  so  based  on  the  Inspector 

General's  advice.     The  Inspector  General's  response  to  Easton's 

request  for  assistance  can  only  discourage  public  officials,  many 

of  whom  count  procurement  of  services  as  only  a  small  part  of 

their  numerous  and  varied  duties,   from  seeking  the  assistance  cf 

the  Inspector  General  they  need.     This  result  seriously  erodes 

the  Inspector  General's  ability  to  prevent  waste,   fraud  and  abuse 

in  the  expenditure  of  public  funds. 

B.       If  the  Inspector  General  issues  a  report 

referencing  Easton  officials,   it  should  be  revised 
to  delete  inaccuracies  and  unsupported  innuendos . 

The  Draft  Report  contains  many  inaccuracies,  unsupported 
conclusions  and  language  which  creates  inappropriate  innuendos. 
If  a  report  is  to  issue,   at  the  very  least,   these  should  be 
eliminated.     The  following  are  examples  of  inaccuracies  which 
should  be  addressed: 

1)       Finding  #1,  page  6:     The  use  of  the  phrase 
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"subverted  the  RFP  process"  implies  an  intent  to  give  a 
bidder  an  unfair  advantage.       There  was  no  such  intent. 
Easton  accepted  Honeywell's  offer  of  providing  data. 
While  in  retrospect,   reliance  on  Honeywell  may  have 
been  misplaced,   there  was  never  an  intent  to  give 
Honeywell  an  unfair  advantage.     The  focus  at  all  times 
was  to  gather  information  which  could  be  used  to 
Easton' s  advantage. 

2)  Finding  #1,   Pages  6  and  8:     The  use  of  the  term 
"negotiate"  to  describe  communications  with  Honeywell 
prior  to  the  issuance  of  the  RFP  implies  that  Easton 
sought  to  reach  an  agreement  with  Honeywell  at  that 
time.     Again,   this  implication  is  absolutely  false. 
Easton  sought  to  make  use  of  expertise  which  it 
believed  Honeywell  possessed.     Easton  officials  never 
viewed  considering  information  which  Honeywell  provided 
as  a  "negotiation."      At  all  times,   Easton  intended  to 
given  equal  consideration  to  all  bids  in  the  event  it 
decided  to  initiate  procurement  of  energy  management 
services . 

3)  Finding  #1,   Page  7:       The  inclusion  of  a  statement 
that  -Honeywell's  expense  accounts  identify  $200  in 
expenditures  for  breakfasts  and  lunches  implies  that 
Honeywell  purchased  them  for  Easton  employees.  If 
this  item  is  in  Honeywell's  accounts,   it  was  spent  for 
meals  for  their  own  employees.     The  Superintendent  is 
not  aware  of  any  Easton  Officials  who  received  any 
meals  purchased  by  Honeywell. 

7)  Finding  1,   Page  8:       The  implication  that  Easton 
restricted  other  vendors  from  obtaining  data  necessary 
to  respond  to  the  RFP  is  unfounded.     Easton  provided 
documents  to  Honeywell  because  Honeywell  asked  for 
them.     Easton  would  have  provided  this  information  to 
any  company  upon  request.       Indeed,   the  documents  are 
public  records  pursuant  to  M.G.L.,   c.   66  and  thus 
available  to  any  entity  which  requests  them. 

8)  Finding  1,   Page  8:     Easton  officials  did  not  allow 
Honeywell    to  "inflate"  its  proposed  costs  savings  by 
$29,000.     The  Easton  Superintendent  did  not  state  that 
applying  the  $29,000  toward  the  Honeywell  project  was 
"his  idea .  " 
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9)       Finding  2,   Page  9:     The  finding  that  "Easton's 
request  for  proposals  did  not  promote  fair  competition" 
is  speculative  at  best.     The  lack  of  foundation  which 
the  Inspector  General  has  for  such  a  statement  is 
reflected  in  the  sentence  "This  lack,  of  competition  mav 
have  been  due  in  part  to  Easton's  failure  to  provide 
other  vendors  with  information..."     (emphasis  added), 
as  well  as  the  fact  that  a  bidder  other  than  Honeywell 
informed  Easton  that  it  intended  to  respond  to  the  bid. 


10)  Finding  2,   Page  9:     The  reference  to  the  DOER 
suggestions  regarding  facility  information  belies  the 
fact  that  the  RFP  was  approved  by  DOER  and  the  fact 
that  no  bidder  requested  additional  information  or  even 
suggested  to  Easton  officials  that  additional 
information  was  necessary  in  order  to  respond. 

11)  Finding  3,  page  11:       The  statement  indicating 
that  the  review  committee  did  not  meet  following 
Honeywell's  presentation  is  incorrect.     The  review 
committee  met  without  Honeywell  present  both  before  and 
after  Honeywell's  presentation. 


12)     Finding  6,  page  16:     The  statement  that  the 
"Superintendent  and  the  School  Committee  agreed  to 
allocate  an  additional  $26,000  to  the  existing  $311,000 
maintenance  budget,"  a  statement  which  the  Draft  Report 
attributes  to  Honeywell,   is  incorrect.     As  stated  on 
page  17,   Easton  officials  did  not  agree  to  add  $26,000 
to  the  maintenance  budget. 

III.  CONCLUSION 

Given  the  fact  that  Easton  officials  have  expended  no  public 

funds  on  any  matter  related  to  the  Draft  Report  and  have  fully 

complied  with  the  statutory  procedures  for  procuring  energy 

management  services,   the  Inspector  General's  responding  to 

Easton's  request  for  assistance  by  publishing  a  twenty-nine  page 

report  exceeds  its  authority.       Moreover,    issuance  of  a  report 
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referencing  Easton  Officials  and  which  contains  inaccurate  and 
unsupported  innuendos  would  be  irresponsible,   in  any  event. 
Issuance  of  the  Draft  Report  does  not  serve  the  public  interest 
of  preventing  wasteful  expenditure  of  public  funds,   since  it 
discourages,   rather  than  encourages,  public  officials  from  asking 
questions . 

Easton  recognizes  that  public  officials  would  benefit  from 
guidelines  for  the  procurement  of  energy  management  services. 
Certainly  the  experiences  of  Easton,   as  well  as  Chicopee, 
Fitchburg,   and  other  municipalities  should  be  used  in  developing 
such  guidelines.     Easton  urges  the  Inspector  General  to  work,  in 
conjunction  with  DOER  to  develop  and  distribute  them  prior  to 
issuing  a  report  critical  of  any  public  official. 
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